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E.O.l 1652: N/A 
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SUBJECT: EDRC ANNUAL REVIEW OF SWITZERLAND JAN 30 
REF: OECD DOC EDR(75)2 

1. SUMMARY: SECRETARIAT EXPECTS CONTINUED SLOWDOWN IN 
ACTIVITY FOR SWITZERLAND IN 1975 WITH PRICES RISING 
SOMEWHAT LESS RAPIDLY THAN 1974. MAIN ISSUES FOR DIS- 
CUSSION AT ANNUAL REVIEW WILL BE LATEST SWISS FORECASTS 
AND THEIR POLICY IMPLICATIONS, PARTICULARLY ROLE OF 
ALTERNATIVE BUDGET AS BASIS FOR MORE STIMULATORY FISCAL 
POLICY AND ADVISABILITY OF RELAXING MONETARY POLICY TO 
BRING ABOUT REDUCTION IN INTEREST RATES AND ALLOCATE 
CREDIT ON MORE SELECTIVE BASIS. ON EXTERNAL SIDE, 
SECRETARIAT PROPOSES TO DISCUSS EFFECTS OF APPRECIATION 
OF SWISS FRANC ON EXPORT POTENTIAL, AND MEASURES WHICH 
MIGHT BE TAKEN TO RELIEVE PRESSURE ON EXCHANGE RATE, 
INCLUDING EXPECTED IMPACT RECENT SWISS RESTRICTIVE 
ACTIONS. ACTION REQUESTED: MISSION WOULD APPRECIATE 
COMMENTS OR QUESTIONS FROM WASHINGTON AND EMBASSY BERN 
IN TIME FOR ANNUAL REVIEW. END SUMMARY. 
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2. GENERAL OUTLOOK: SECRETARIAT SEES CONTINUATION OF 
RECESSIONARY TENDENCIES IN 1975, WITH SLIGHT FALL IN 
OUTPUT, STAGNATION OF PRIVATE CONSUMPTION AND SHARP DROP 
IN INVESTMENT, ASSUMING CONTINUATION OF PRESENT RESTRIC- 
TIVE DEMAND MANAGEMENT POLICIES. SOME EASING IN LABOR 
MARKET IS ANTICIPATED BUT EMPLOYMENT SITUATION NOT 
EXPECTED TO BECOME SERIOUS PROBLEM. GROSS FIXED ASSET 
FORMATION WILL PROBABLY BE WEAKEST COMPONENT IN DOMESTIC 
DEMAND AS FIRMS FIND LESS INCENTIVE TO INVEST BECAUSE OF 
POOR DEMAND PROSPECTS, DECLINE IN CAPACITY FOR SELF- 
FINANCE, AND HIGH LEVEL OF INTEREST RATES. 

3. PRICE OUTLOOK: SECRETARIAT EXPECTS UPWARD TREND OF 
PRICES TO BE MORE MODERATE IN 1975, WITH RATE OF INFLA- 
TION SLOWING TO ABOUT 8 OR 9 PERCENT FROM 10 PERCENT 
LEVEL OF 1974. MAIN REASONS FOR SLIGHTLY MORE OPTIMIS- 
TIC PRICE PICTURE ARE REDUCTION OF DEMAND PRESSURE AND 
PROSPECT FOR MORE MODEST WAGE INCREASES IN RESPONSE TO 
EASIER CONDITIONS ON LABOR MARKET. 

4. BALANCE OF PAYMENTS: SECRETARIAT EXPECTS MODERATE 
DETERIORATION OF BALANCE ON CURRENT ACCOUNT AS SLOWDOWN 
IN GROWTH OF BOTH EXPORT AND IMPORT VOLUMES PROJECTED TO 
BE SOMEWHAT MORE SEVERE ON EXPORT SIDE. EXPORT EXPAN- 
SION WILL BE AFFECTED BY SLOWDOWN IN GROWTH OF MARKETS 
AND BY APPRECIATION OF SWISS FRANC. WHILE IMPORT 
VOLUMES EXPECTED TO RESPOND TO WEAKENING OF DOMESTIC 
ACTIVITY. 

5. POLICY STANCE: SECRETARIAT RECOMMENDS THAT SWITZER- 
LAND CONSIDER GRADUALLY ADJUSTING ITS PRESENT RESTRIC- 
TIVE FISCAL AND MONETARY POLICY STANCE TO PREVENT FURTHER 
GROWTH IN MARGIN OF SLACK AND AVOID POSSIBLE ADVERSE 
EFFECTS ON EMPLOYMENT. SECRETARIAT SEES DANGER OF FIRMS 
UNLOADING SURPLUS WORK FORCE IN EASIER CONDITIONS OF 
LABOR MARKET WHICH COULD CAUSE SIGNIFICANT RISE IN 
UNEMPLOYMENT IN 1975, ALTHOUGH IT WOULD NOT BE VERY HIGH 
AS PERCENTAGE OF LABOR FORCE IN COMPARISION WITH OTHER 
OECD COUNTRIES. SECRETARIAT NOTES EXISTENCE OF ALTERNA- 
TIVE "STIMULATORY" BUDGET WHICH COULD BE INTRODUCED DUR- 
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ING 1975 TO HELP ACHIEVE COUNTER-CYCLICAL OBJECTIVES. 

IT CONSIDERS THAT SUBSTANTIAL INCREASE IN PUBLIC INVEST- 
MENT WOULD BE MOST APPROPRIATE METHOD OF SUPPORTING LEVEL 
OF ACTIVITY IN FACE OF EXPECTED FURTHER WEAKENING OF 
PRIVATE DEMAND IN 1975. SECRETARIAT DOES NOT BELIEVE 
THAT INCREASED TAXATION WOULD BE APPROPRIATE TO FINANCE 
SUCH EXPENDITURE UNDER PRESENT CONDITIONS OF DEPRESSED 
DEMAND, AND SUGGESTS THAT TEMPORARY PUBLIC DEFICIT DUR- 
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ING PRESENT PERIOD OF RECESSION WOULD BE ENTIRELY JUSTI- 
FIED. IT SUGGESTS THAT SWITZERLAND CONSIDER ADJUSTING 
VARIOUS CAPITAL MARKET CONTROLS SO AS TO PERMIT FINANC- 
ING OF PUBLIC SECTOR DEFICIT WITHOUT CREATING STRAIN ON 
MONEY AND CAPITAL MARKETS. IN ADDITION, SECRETARIAT 
RECOMMENDS SOME RELAXATION IN MONETARY POLICY TO REDUCE 
LEVEL OF INTEREST RATES (ALSO RELIEVING UPWARD PRESSURE 
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ON EXCHANGE RATE - SEE PARA 6 BELOW), AND SOME USE OF 
SELECTIVE CREDIT CONTROLS TO FAVOR AGRICULTURE AND HOUS- 
ING CONSTRUCTION. 

6. EXTERNAL POLICY: SECRETARIAT IS WELL AWARE OF CRITI 
CAL EFFECTS OF SWISS FRANC APPRECIATION ON SWISS EXPORTS 
AND HENCE ON LEVEL OF ACTIVITY AND EMPLOYMENT. REFDOC 
MENTIONS TWO-TIER EXCHANGE MARKET ACCOMPANIED BY 
DIRECT CONTROLS ON CAPITAL FLOWS AS ONE POSSIBLE 
APPROACH TO EXCHANGE RATE PRESSURES. IN ANY EVENT, 
SECRETARIAT BELIEVES THAT RELAXATION OF SWISS MONETARY 
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POLICY, RESULTING IN REDUCTION IN INTEREST RATES, WOULD 
NOT ONLY HELP TO MAINTAIN LEVEL OF DOMESTIC ACTIVITY 
BUT WOULD HELP TO AVOID NEED FOR DRASTIC EXCHANGE CON 
TROL MEASURES. 

7. MISSION INTENDS TO FOCUS ON SCOPE FOR FISCAL AND 
MONETARY POLICY INITIATIVES AND PROSPECTS FOR FINANCING 
SECRETARIAT PROPOSAL FOR PUBLIC SECTOR DEFICIT. WE 
SHALL ALSO ASK ABOUT PROSPECTS FOR EXPORTS IN VIEW OF 
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RECENT REDUCTION IN OECD AREA TRADE ESTIMATES TO NEAR 
ZERO GROWTH IN 1975, AND WHETHER WAGE DEMANDS WILL IN 
FACT BE MORE MODEST AT TIME OF HIGH INFLATION. MISSION 
WILL QUESTION SECRETARIAT'S RECOMMENDATIONS ON TWO-TIER 
EXCHANGE MARKET, IN LIGHT HISTORICAL LACK OF SUCCESS 
SUCH EXPERIMENTS (E.G. EXPERIMENTATION AND ABANDONMENT 
BY FRANCE AND ITALY). WE WOULD APPRECIATE ANY ADDITIONAL 
COMMENTS OR QUESTIONS WHICH WASHINGTON OR BERN MAY WISH 
TO PROVIDE, AND WE WELCOME PARTICIPATION AT MEETING BY 
SPILLANE. 

TURNER 


LIMITED OFFICIAL USE 


NNN 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


Message Attributes 


Automatic Decaptioning: X 

Capture Date: 01 JAN 1994 

Channel Indicators: n/a 

Current Classification: UNCLASSIFIED 

Concepts: ECONOMIC REPORTS, COMMITTEE MEETINGS 

Control Number: n/a 

Copy: SINGLE 

Draft Date: 28 JAN 1975 

Decaption Date: 01 JAN 1960 

Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: MorefiRPI 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1975OECDP02292 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Film Number: D750031-0013 
From: OECD PARIS 

Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: linkl 975/newtext/tl 97501 14/aaaaamlo. tel 

Line Count: 195 

Locator: TEXT ON-LINE, ON MICROFILM 
Office: ACTION EUR 

Original Classification: LIMITED OFFICIAL USE 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 4 

Previous Channel Indicators: n/a 
Previous Classification: LIMITED OFFICIAL USE 
Previous Handling Restrictions: n/a 
Reference: 75 OECD DOC EDR(7 
Review Action: RELEASED, APPROVED 
Review Authority: MorefiRH 
Review Comment: n/a 
Review Content Flags: 

Review Date: 19 MAY 2003 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <19 MAY 2003 by BoyleJA>; APPROVED <19 MAY 2003 by MorefiRH> 

Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
05 JUL 2006 


Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: EDRC ANNUAL REVIEW OF SWITZERLAND JAN 30 
TAGS: ECON, SZ, OECD, EDRC 
To: STATE 
Type: TE 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 05 JUL 2006 



